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AThe mission of the New Jersey Division of Investment is to achieve the
best possible return at an acceptable level of risk using the highest
fiduciary standards. o



Pension Fund Returns 16.9% for FY14

The Total Fundex Policeand Fire Mortgage Programreturned 16.9% for the fiscal year ending June30, 2014 This
return includesfinal June30, 2014 valuesfor all investments Thechart below showsthe fiscalyearreturn for various
assetclasses
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Total Fund ex Police and Fire Performance as of June 30, 2014

Return %
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1 Month CYTD FYTD 3 Year 4 Year 5 Year 10 Year 20 Year
m Total Fund ex Police and Fire 2.26 6.84 16.87 10.23 12.13 12.37 7.51 8.83
= Benchmark 1.55 6.23 15.79 8.81 10.83 11.36 6.45 *N/A

AThe Total Fund ex Police and Fire Mortgages returned 2.26% in June to bring the Fiscal Year to Date return

and the Calendar Year return to 6.84%

AJune was the fifth consecutive positive monthly return for the Fund. The Fund generated a positive return in |

12 months for the fiscal year
AThe Fund is ahead of the benchmark for the Fiscal Year and for the 3, 4, 5 and 10 year return.

o 1

10 C

*Benchmark return not available for 20ear period



Pension Fund Attribution vs. Benchmark

Fiscal Year ending June 30, 2014

For the fiscal year through June 2014 period, the Basis Points
Pension Fund outperformed the Benchmark
by 1.08%: 16.87 % vs. 15.79%.

The primary driver of the outperformance throughout Risk Mitigation, -5
the fiscal year was the Funddos over‘neight
allocation to the US Equity market , and secondly, Liquidity . -43
positions in Investment Grade, High Yield Bonds, a .
and Global Diversified Credit strategies, the
returns of which reflected the overall strong
performance of the Fixed Income asset class.

Income, +52

. . e Real Return, +7 Global Growth,
Primary detractors were in Liquidity , where the +105

position in Treasuries and TIPs did not fully

capture the strong performance resulting from

both the capital flightto safetyandi nvest or s
move to hedge against rising inflation

expectations. Allocation Effect, l Ui

Other, 0

An overweight position in Liquidity (Cash) for the -9 | Benchmark b
majority of the fiscal year was responsible for Cash Flow Effect +108 basis Doi r¥t s
the negative Allocation Effect. +1 " EY1 4p

125 100 75 50 25 0 25 50 75 10 125

Allocation Effect indicates the effect of asset allocation bets, i.e. overweights or underweights vs. the target allocations.
Cash Flow Effect reflects the impact of cash floguse. money added to or taken from asset classes.




Value Added through Alpha Generation

Over the last 4 fiscal years, outperformance of the Over the last 4 fiscal years, outperformance of the
assumption rate has generated over $13 billion of Total Fund Policy Benchmark has generated an $3.7
additional value for the Pension System. billion of additional value for the Pension System.
Value Added - Outperformance Value Added - Outperformance
of Assumption Rate* of the Benchmark*
14,000,000,000 4,000,000,000
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6,000,000,000 +—
#  4,000,000,000 — # 2,000,000,000
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2011 2012 2013 2014  Total 1,000,000,000
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(6,000,000,000) Fiscal Yoar 2011 2012 2013 2014 Total

Fiscal Year

* Based on average fund balances for each fiscal year



US Equity
Portfolio Review
Fiscal Year 2014



Consistent Track Record of Outperformance

The US Equity Portfolio has outperformed the benchmark in 9 of the last 10 fiscal years.
Over this 10 year period, the portfolio has outperformed by 117 bps on an annualized basis.

S&P 1500 Relative
U.S. Portfolio* Benchmark Performance

Fiscal Year 2014 +26.23% +24.70% +153 bps
Fiscal Year 2013 +21.89% +21.13% +76 bps
Fiscal Year 2012 +3.54% +4.63% -109 bps
Fiscal Year 2011 +33.40% +31.65% +106 bps
Fiscal Year 2010 +16.43% +15.49% +94 bps
Fiscal Year 2009 -23.86% -26.08% +222 bps
Fiscal Year 2008 -10.15% -12.61% +246 bps
Fiscal Year 2007 +20.56% +20.53% +83 bps
Fiscal Year 2006 +10.47% +9.23% +124 bps
Fiscal Year 2005 +7.49% +7.27% +22 bps
10 Year Annualized Return  9.26% 8.09% +117 bps

* Equity only (excluding cash and hedges)



N
op Ten Holdings in U.S. Equity Portfolio

Company

Apple

Exxon Mobil
Microsoft

Wells Fargo
Google

General Electric
Johnson & Johnson
Merck

JP Morgan
Chevron

(as of 6/30/2014)

Portfolio S&P 1500
Weight Weight
3.48% 2.84%
2.27% 2.19%
2.08% 1.59%
1.82% 1.28%
1.76% 1.67%
1.47% 1.34%
1.46% 1.50%
1.40% 0.86%
1.27% 1.11%
1.23% 1.26%

Overweight/
Underweight

+64 bps
+8 bps
+49 bps
+54 bps
+9 bps
+13 bps
-4 bps

+54 bps
+16 bps
-3 bps



Successful Investments in Fiscal 2014 17 U.S. Portfolio

Average Average

Portfolio Benchmark Total Relative
Company Weight Weight Return Contribution
Facebook 0.49% 0.27% 170.56% +26 bps
United Rentals 0.38% 0.04% 109.84% +21 bps
Apple 3.15% 2.65% 68.22% +18 bps
Allergan 0.43% 0.19% 101.23% +17 bps
AT&T 0.23% 1.01% 5.26% +15 bps

Laggards in Fiscal 20141 U.S. Portfolio

Average Average

Portfolio Benchmark Total Relative
Company Weight Weight Return Contribution
Schlumberger * 0.00% 0.66% 67.20% -22 bps
Chart Industries 0.40% 0.00% -12.07% -15 bps
Triumph Group 0.35% 0.02% -11.59% -12 bps
Kansas City Southern 0.48% 0.07% 2.40% -8 bps
KBR 0.16% 0.02% -25.80% -8 bps

* Schlumberger is on DOI's restricted list.



Sector Weights 1 U.S. Portfolio
Fiscal Year Changes

Portfolio  S&P 1500 Portfolio  S&P 1500
Sector (as of 6/28/13)  Weight ~ Weight  Difference Sector (as of 6/30/14)  Weight ~ Weight  Difference
Industrials 11.96% 10.82%  +114 bps Industrials 13.01% 11.23%  +178 bps
Health Care 13.48%  12.44%  +104 bps Consumer Discretionary 13.56%  12.06%  +150 bps
Information Technology 18.19%  17.57%  +62 bps Consumer Staples 0.49% 8.81% +68 bps
Consumer Staples 10.12%  9.76%  +36 bps Health Care 13.46% 12.94%  +52 bps
Consumer Discretionary 12.11%  12.28%  -17 bps Financials 16.25%  16.74%  -49 bps
Materials 373%  3.7%% -2 bps Materials 339%  3.95% -56 bps
Utilities 283%  3.39% -56 bps Telecommunication Sves 1.40%  2.18% -78 bps
Financials 16.95%  17.52%  -57 bps Energy 9.35%  10.18%  -83 bps
Energy 9.23%  9.92% -69 bps Information Technology 17.76%  18.61% -85 bps
Telecommunication Sves 1.42%  2.47%  -105 bps Utilities 230%  3.2T% -97 bps

Industrials was the largest sector overweight at the beginning and the end of the fiscal year.
Information Technology experienced the largest declineglative sectoweighting from a 62ps
overweight at the beginning of the year to a Bpsunderweight at yeaend due to a decrease in
semiconductor exposure, and the inclusion of Facebook in the benchmark.

TheConsumer Discretionary sector went from alpsunderweight to a 15®psoverweight on
investments in media stocks based on discount valuations pending M&A deals closing.




Sector Contribution to U.S. Portfolio Performance

Port. Bench. Total Contrib.

Total Total Return To Return Allocation Selection + Total

Return Return Difference Difference Effect Interaction Effect
Financials 21.31 18.95 2.36 0.32 0.03 0.37 0.40
Consumer Discretionary 23.46 20.54 2.92 0.34 -0.02 0.33 0.31
Information Technology 33.15 31.63 1.52 0.29 -0.01 0.26 0.26
Telecommunication Services 8.59 4.61 3.98 0.02 0.16 0.07 0.23
Health Care 30.38 29.43 0.95 0.41 0.15 0.07 0.22
Energy 30.82 29.50 1.33 -0.18 -0.01 0.10 0.09
Materials 31.98 31.58 0.40 0.01 -0.01 0.03 0.03
Industrials 28.23 28.91 -0.68 0.31 0.07 -0.05 0.01
Utilities 21.05 21.25 -0.20 -0.17 -0.02 -0.00 -0.02
Consumer Staples 14.83 15.91 -1.07 0.06 -0.05 -0.10 -0.14

Good stock selection in financials (+40 bps), consumer discretionary (+31 bps), and
information technology (+26 bps) contributed to the overall portfolio outperformance of
153 bps relative to the benchmark.



International Equity

Portfolio Review
Fiscal Year 2014
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Fiscal Year 2014 Returns

International Equity(+ Hedges) Portfolio
($15.2Billion)

m International Equity Portfolio

m International Equity Portfolio Custom International Equity Benchmark

19.38 19.64

13.66 13.44

1st Half 2nd Half Fiscal Year

t

Portfolio* Portfolio*
m Int'l Developed Mkt Equity Portfolio m Int'l Emerging Mkt Equity Portfolio
m Custom Developed Market Equity Benchmark m Custom Emerging Market Equity Benchmark
23.31 23.40 13.62 13.78

International Developed Market International Emerging Market

17.39 17.46

1st Half 2nd Half Fiscal Year 1st Half 2nd Half Fiscal Year

* Equity only (excluding cash and hedges)
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International Equity Portfolio Performance
Contribution to Return by Total Return and Average Weight
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The chart above shows contribution to return (green triangles/left scale) as derived from total return (red
bars/right scale) and portfolio average weight (blue trend line/right scale) on a country basis for the total
International Equity Portfolio.

Contribution to Return sorted to exclude countries with < 10 bps of impact.
Chart depicts 97% of portfolio performance and 50% of the Country participants



International Developed Market Equity Portfolio
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Developed Market Equity Portfolio Total Returns

FY 2012 FY 2013

36.42

FY 2014

27
23.31 23.57

16.21

.22
23.3123.40
17.7717.68

\

18.61
13.831643

-17.3415.60 -14.12

-17.41

Int'l Developed Mkt ETFs
Int'l Equity - Healthcare

m Int'| Developed Mkt Equity
[N TOTAL Developed Portfolio

Int'l Developed Mkt Passive

DM Custom Benchmark
*source State Street

10 Largest Equity Holdings as of June 30, 2014

% Portfolio

Sector

Security Country

Country Allocation as of June 30, 2014
% Portfolio % Benchmark

Africa/Mideast 0.46 0.49
Israel 0.46 0.49
Asia/Pacific Ex Japan 10.56 11.26
Australia 6.84 7.21
Hong Kong 2.47 2.59
New Zealand 0.01 0.13
Singapore 1.25 1.33
Europe 61.75 59.80
Austria 0.23 0.25
Belgium 1.08 1.13
Denmark 1.39 1.40
Finland 0.57 0.75
France 9.18 7.84
Germany 8.74 8.67
Greece 0.00 0.00
Ireland 0.27 0.28

ltaly 2.04 1.96
Luxembourg 0.00 0.00
Netherlands 2.55 2.51
Norway 0.60 0.62
Portugal 0.24 0.17
Spain 3.22 3.35
Sweden 2.70 2.60
Switzerland 9.50 8.35
United Kingdom 19.42 19.94
Japan 17.95 18.55
North America 9.28 9.90
Canada 9.28 9.90

Total 100.00 100.00

iShares MSCI EAFE ETF

Funds

5.52

Roche Holding Ltd Genusssch. Switzerland Health Care 1.73
Novartis AG Switzerland Health Care 1.58
Nestle S.A. Switzerland Consumer Staples 1.45
L OREAL PRIME DE FIDELITE COMMON STOCK France Consumer Staples 1.37

1.16
1.11
1.02
0.96
0.94
16.84

Financials
Health Care
Health Care

Consumer Disc
Health Care

HSBC Holdings plc
Bayer AG
GlaxoSmithKline plc
Toyota Motor Corp.
Sanofi

United Kingdom
Germany
United Kingdom
Japan

France

Sector Allocation as of June 30, 2014 (%)

® NJ Division of Investment m MSCI EAFE ex prohibited

26.05
27.22

Consumer
Discretionary

Consumer Staples

Energy

Telecommunication Utilities

Services

Information Materials

Technology

Financials Health Care Industrials




International Emerging Market Equity Portfolio 16

Country Allocation as of June 30, 2014
% Portfolio % Benchmark i i i

[ o hma! Emerging Market Equity Portfolio Total returns

Egypt 0.31 0.20

Morocco 0.00 0.00 FY 2012 FY 2013 FY 2014

Nigeria 0.02 0.00

Qatar 0.12 0.42 15.04 1156 13.62 13.78

South Africa 6.91 7.80 ' o

Turkey 2.12 1.77 6.30 f"(

United Arab Emirates 0.14 0.49 ' 2.87 3.96 /
Asia/Pacific Ex Japan 60.17 62.23 057 ° /

China 15.83 17.52 F A i

India 6.58 6.56 ?'"

Indonesia 3.35 2.56

Korea 18.15 15.91

Malaysia 2.31 3.94 /

Mongolia 0.07 0.00 J‘"’

Pakistan 0.42 0.00 -12.76 B

Philippines 1.99 1.02 -15.97 13.92 14,98

Toen o 12-%41| wEmerging Mkt Advisors Emerging Mkt ETF&@ TOTAL Emerging Mkt Portfolis EM Custom Benchma|
Europe 10.29 7.33 *source State Street

Belgium 0.00 0.00

C 0.03 0.00 . .

CBZ/SQ:]SRepub"c 1.17 0.25| 10Largest Equity Holdings as of June 20, 2014

Greece 0.77 o.81| Security Country Sector % Portfolio

Hungary 0.59 0.23 iShares MSCI Emerging Markets ETF United States Funds 26.83

Poland 2.03 ESYEIIN i Shares Core MSCI Emerging Markets ETF United States Funds 3.35
LatinR:;S‘;?ica 12';; 13'3; iShares MSCI South Korea Capped ETF Korea Funds

Argentina 0: 56 o:oo Taiwan Semiconductor Manufacturing Co., Ltd. Sponsored ADR Taiwan Information Technology

Brazil 11.50 11.32| Samsung Electronics Co., Ltd. Korea Information Technolog

gg:fmbia 8-2‘7‘ i-g? China Construction Bank Corporation Class H Financials

Mexico 5.67 5.32| SKHynixInc. Korea Information Technology

Panama 0.35 [SHe e} I Shinhan Financial Group Co., Ltd. Financials

beru 0.62 Q022! Banco do Brasil S.A. Brazil Financials
Total 100.00 100.00 Cielo S.A. Brazil Information Technology

Sector Allocation as of June 30, 2014 (%) m NJ Division of Investment m MSCI EMF ex prohibited
26.74 28.04
17.73 17.98
9.52 9.30 10.11 855 . . . 9.10 8.80
7.95 7.95 207 191 7.94 628 . . 7.18 7.24 1.89 3.64
Consumer Consumer Staples Energy Financials Health Care Industrials Information Materials Telecommunication Utilities
Discretionary Technology Services
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Fiscal Year 2014 International Equity Portfolio

International Portfolio: 19.38%
International Custom Benchmark: 19.64%

International Developed Market Portfolio: 23.31% International Emerging Market Portfolio: 13.62%

Custom Developed Market Equity Benchmark: 23.48 Custom Emerging Market Equity Benchmark: 13.78

What Helped Detracting Factors

Underweight Emerging Markets /
Overweight Developed Markets

Overweight Health Care and Consumer
Staples

Stock selection in Energyinancials,
Materials, and Informatiofechnology

Allocation to Switzerland and positive
performance in Korea, China, and Brazil

EM advisors outperformed the Benchmark
by 126 bps

Geopolitical stresses in the second half of
Fiscal 2014

Underweight Taiwan Korea,and China

Stock selection in Chile, France, and South
Africa

Underweight Utilities and Materials
Being overweight Industrials
EmergingMarket ETFs

Do P Po Do Do
Do Po o Do Do I»



Private Equity
Portfolio Review
Fiscal Year 2014



Private Equity Portfolio Review

A 1.38x* Net Multiple on Invested Capital
A 10.47%* Net IRR vs. 5.47% Public Market IRR% IRR% IRR%

Equivalent NJ Private Equity Portfolio 23.47% 14.45% 17.10%
87% MSCI ACWI and 13% Barclays Agg 10.96%  5.97%  7.88%

Performance Since Inception in 2005: FY 2014 3Year 5Year Inception

IRR%
10.47%
0.47%

A The Private Equity ( fi P paitiplio consists of 98 specific fund commitments and 51 distinct relationships, totaling $12.1 billion in

commitments and a net asset value of approximately $6.9 billion, with remaining uncalled capital totaling $4.1 billion.
During the fiscal year, the Division committed approximately $1.48 billion to 9 investments.

To I

The portfolio has significantly outperformed the Public Market Equivalent benchmark since inception; and the portfolio has been net cash

flow positive of the trailing four year period. Since inception, including the secondary sale proceeds, distributions have totaled $6.0

billion.

The Private Equity P o r t f estimated@erformance was +23.47%* IRR, or an estimated $1.3 billion profit.
(+33.66% IRR) , Venture Capital (+25.37% IRR), International Buyouts (+21.4% IRR)

All sub-asset classes contributed to the positive cash-flow .
Largest Distributions by sub-assets were from the Mid-Market ($397.8M) and Large ($380.2M) Buyout segments of the portfolio

Do Do oo

Co-investments continued to perform well, and generated an estimated IRR of +41.60% IRR. Other contributors were Large Buyouts

The PE Program received approximately $450 million in net cash flows ($1.88 billion of distributions less $1.43 billion of contributions).

*Estimated performance ending June 30, 2014 (provided by Strategic Investment Solutions, Inc.)

Robust equity markets continue to allow Private Equity: Number of Exits and Capital Exited All LBOs: Purchase Price Multiple Contribution
PE firms to generate liquidity for investors. e o 900 1000 a7« o
Corporate acquisition and secondary buyouts - :22 o s/B B e
remain viable exit options given the conducive | § o 5 o P ¥ s i
market environmentd i.e. high levels of cash 3 g150 494 500 a8 3 S s
T 354 $ 2o $.0%
on corporate balance sheets, PE dry powder, £ w 5 £
. . ™ @ 8100 . ]
and credit availability. z * 415, $163 o e o § §
& 0 g $128 $130 &0 200 = g
A . . 91 i
Buyout valuations continued their upward w1 100 .
trend through the first half of the year. $0 S ] 0 S 0 S B 08, o II
Since 1997, only 2007 (9.7x) has exhibited 2014 i
. . b i
hlgher PPM valuations. Capital Exited ($B) # of Exits 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 z::a
Source Pitchbook Source S&P Capital |1 Q LCD 6s Leveraged Buyout



Private Equity Portfoli@€ashFlows

Over the trailing 4 year fiscal period, the Private Equity portfolio has been cash flow positive with $5.1 billion

in distributions and $4.9 billion in contributions.

800,000,000.00

600,000,000.00

400,000,000.00

200,000,000.00

(200,000,000.00)

(400,000,000.00)

(600,000,000.00)

(800,000,000.00)

Private Equity Cash Flows Since Inception

i Contributions
M Distributions
M Net CF




FY 2014- Notable Distributions :

Warburg Pincus: Two of the larger distributions were $61.3M (combined proceeds from Warburg Pincus Funds IX and X) from the
sale of Bausch & Lomb to Valeant. This generated a 2.5x gross return on invested capital. In addition, Neiman Marcus was sold
to Ares Management and CPPIB in November 2013, the Plan received $17M in proceeds for a 2.7x multiple in Warburg Pincus
Fund VIl and IX.

Oak Hill Capital: Oak Hill Capital 11l sold The Hillman Companies generating a 2.2x return on invested capital and a 21% gross
IRR. Proceeds of $27.8 million were received in June 2014 with an original cost basis of $13.7 million. The Division also
received distributions of $43 million at year end from the full exit of Local TV to the Tribune Company (Oak Hill Capital Funds Il
and Ill). The sale generated a 3.4x multiple on invested capital with a gross IRR is 27%.

Blackstone: Blackstone Funds V and VI distributed $32 million to the Division during the year due to a number of exits including
GeoSouthern, a midstream asset portfolio company in Blackstone V that sold to Devon Energy for a 5.1x multiple and a 74% IRR

Lindsay Goldberg: Lindsay Goldberg Il had two notable exits that benefitted the Division to the tune of $24 million from the sale of
Ambulatory Services of America to U.S. Renal Care (2.1x, 16.4% gross IRR) and Bright Star to Softbank( 2.1x, 12.7% gross
IRR).

TPG: TPG Funds V and VI returned $61 million in proceeds due to a number of dividends and exits i Armstrong (3.1x, 45% gross
IRR), Northern Tier Energy (8.9%, 139% gross IRR), and Quintiles (2.7x, 21% gross IRR).

Vista: Vista lll sold P2 and Zywave for proceeds of approximately $37 million to the Division. P2 was sold to Advent for a 3.5x or
30.4% gross IRR return, and Zywave was sold to Aurora Capital for a 2.5x or 19% gross IRR.

Onex: Onex Partners Il sold shares of Allison Transmission throughout the year and made four distributions for a total of $23
million or a total return of capital of 3.2x. Onex still holds a significant amount of shares in the company.



Current Market Update



From New Normal to New Neut

The Great Financial Crigl&FC) 02008 led central bankers to implement policies that resulted in

an investment environment of enormous liquiditgnd low volatility which fuelled a global equity

rally and record declines in bond yields. The Quantitative Easing Program is scheduled to come to
an end in the US in October and expectations are for rate increases in 2015.

Maximum liquidity, Minimum volatility

$11.0trn
—WIX (LHS)

—— Central Bank® balance sheet, (Stn) / I

DU N
WUL” “’:\:NW
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Source: Merrill Lynch i Central Banks: ECB+Fed+BoJ+BoE+SNB
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Rising stock prices, Falling bond yields;

% Change since pesehman low (March 9, 2009)

12
1
+195.6%
10 +151.5%
S&P500
FTSE AWorld
Index
(In $)
Change in 1§ear bond yields since podtehman high
(SeptOct 2008)
Germany

Source: Financial Times Aug 28 2014



US Economic Data has been improving as End of QE Draws Near 24

Recent data has been favorable. Th&. economy posted robust growth in the second
guarter with GDP expanding at a revised ratd @%. In addition,corporate earnings
continue to impress: For 2Q, S&P 500 earnings rose at the sdastedt rate since 2011. This
earnings growth of 7.7% compares to the rgear forecasts of a 4.9% rise. All ten sectors al
reporting or have reported higher earnings relative to a yago.

S&P 500 Sector 2Q Earnings Growth: Eight sectors saw an increase

: . in growth rate due to upside earnings surprises, led by Healthcare.
Growm'g d thtle FﬂSter Energy and Telecom saw a fall due to negative earning surprises and
- . downward estimate revisions.
The latest revision shows a stronger spring rebound for the economy.. 0.8
Change in inflation-adjusted GDP at a seasonally adjusted, annual rate Uilites iy 2
6% Second quarter, +4.2% | ®n
8.1
4 - recession- | A Energy
7 Staples 5.2 Telecom recorded the highest
H | _ growth rate: 20.3% yoy.
Industrials But excluding Verizon, the
0 rate falls to -10.3% yoy.
I Technology
= .
Previous estimate; +4.0% Con Dise
-4 Materials
- Healthcare
g | 2005,06 (07 ‘o6 g09 0 U 2 B A Telecom 22.5

Source; Commerce Deptartment via Federal Reserve Bank of St Louis ~ The Wall Street Journal = MidYear (Jun 30) Growth Forecast % ®Current Growth Rate %

Source:Factset



More Signs of a Strengthening US Economy

The ISMVlanufacturing indexor the US jumpedio 59.0, the highest level since February 2011, and the
second highest level for the index. Underlying components were fairly retatisproduction, new orders
and export orders all registering stroggins. Elsewhere, recent dathowed flattening economic activity

in Asia and Europe, and confirmed 2Q GDP actually declir@ermany.
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40

50 -
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Leading Indicators 1
Manufacturing PMI (ISM)

US leading the way up

60

- 44
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40

Sep-11

Source: Bloomberg
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Passine

of the OE Baton

As QE in the US is on pace to come to an end, on Septefip2014, the European Central Bank
unexpectedly lowered all its interest rates and announced two new programs for buyinghassetd

securities and covered bonds issued by Eurozone banks.

The European Central Bank Lowers Rates

The ECB unexpectedly lowered all interest-rate targets to fresh record lows
and tookits rate on bank deposits further into negative territory.

200%

L7

150 \

:

100 | Refinancing rate: 0.05%

075

050 | —

0.25—-' —

0

025 :

P Deposit rate: -0.20%
o T T g

Source: ECB

The Wall Street Jourrel

Why the ECB Moved | Weak growth...

The eurozone remains the laggard among the advanced economies;
change in inflation-adjusted GDP since peak

6% Us. 6%
4 4
. : Germany
4 UK. d%: France
0 0
Japan ,
2 -2
Eurozone
4 -4
: : N/ Spain

Italy

Sources US. Cornmerce Departrnent (US.); Office for National Statistics (UY.); Eurostat
(eurozone except Gernany), Gernany's rational statistics office (Gerrmany)

The Wall Street Journal



What Happened to the Great Rotation?

Theexpectedd D N® R (i I ipfA 2 Y, € Bond market not refiecting US Economic Growth
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Year to date, bond flows are 1400 W :1:2

currently runningjust shy of 50% 1300 - 1.4
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| | Currently, 45% of all global government

As the stageis set for potential bonds are yielding less than 1%.

rising rates in the US while the
ECBis increasingthe scopeof its Yield %
monetary policy and Japan

remainsaccommodativedemand Japan JGBs 0.49

may remain high for US

Treasuries,slowing the pace at German Bunds 0.89

whichratesrise. US Treasurys 2.34

As of August 29, 2014

Source:*EPFR Global datai JP Morgan . o .
Source: Financial Times August 27 2014; Merrill Lynch



S&P 500 71 Historical View
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